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@ Fleet Capital Corporation 32/9 %6 Y

Ooe Financial Flaza; 5th Floor
Providence, Rhode Island 02903.2305

January 5, 2005

Mr. Ed Frantz

Ni Source, Inc.

200 Civic Center Drive
Columbus, OH 43215

Re: Leasc Schedule: 31946-00028

Dear Mr. Frantz:

Fleet Capital Corporation wishes to thank you for choosing our company for your equipment leasing and
financing needs. Enclosed you will find copics of the exccuted documents, please retain these for
reference,

Please forward to my attention, via facsimile, a revised Liability Insurance Certificate, naming Fleet
Capital Corporation as Additional Insured and Certificate Holder. This certificate should also show a
minimum of $1,000,000.00 coverage per occurrence.

If we may be of further service to you or if you have any questions, please call our Customer Service line
at 1-800-238-3737 and speak with any of our Customer Service Agents.

We appreciate the business relationship we have developed and look forward to serving you in the years
to come.

Sincerely,

SMREDIT_DOCERAY STATE GAS CUMPANY\DOCUMENTATIONG ] M3 THANE YOU LETTER DOC
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Q) Freet Capital Corporation
PAY PROCEEDS LETTER

One Financial Plaza
Providenca, Rhode Island 02903-2448

We, the undersigned, hereby autharize Flest Capital Corporation to pay the following Payee(s) from the proceeds of
financial accommodations provided to us by FCC as evidenced by that certain TRUE LEASE SCHEDULE No. 31946

00028dated as of DECEMEER 14 2004 Make disbursements directly to said Payee(s) as follows:
Amaount of
PAYEE Payment
BAY STATE GAS COMPANY $2,536,278.00
Bank Nama: Fleet Bank
Bank City/State:
ABA/Routing Number: 011000138
Account Name: Bay State Gas
Account Number: 23430000 .
TOTAL: $2 535 27TE 00

Dated as of. DECEMBER, 30 , 2004

BAY STATE GAS COMP.

Tite: _Vice President and Treasurer __

Par Procencs Latter Dasumemerns) D230 1084 Rwa 798
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@ Fleet Capital Corporation

LEASE SCHEDULE NO. 31546-00028
(True Lease Schedule)

One Financial Plaza
Providence, Rhode Isiand 02903-2448
Lesses: BAY STATE GAS COMPANY
Address: 300 FRIBERG PARKWAY
WESTBOROUGH, MA 01581

1. This Leass Schedule No. 31948 - 00028 dated as of December 14, 2004 is entered into pursuant to and
incorporates by this reference, all of the terms and provisions of that certain Master Equipment Lease Agreament No.
31846 dated =5 of QCTOBER 31, 1995 (the "Master Lease’), for the lease of the Equipment described in Schedule A
attached herato. This Lease Schedule sha!l constitute a separate, distinct and independent lease of the Equipment and
the contractual obligation of Lessee. References to the "the Lease” or this Lease” shall mean and refer o this Lease
Schedule, togather with the Master Laase and all exhibits, addenda, schadules, carfificates, fiders and othar decumants
and instruments axecuted and delivered in connection with this Lease Schedule, all a3 the same may be amended or
modified from time 1o ime. All capitalized terms used hersin and nat defined hersin shall have the maanings sot forth or
referred 1o in the Master Lease. By its execution and delivery of this Lease Schedule, L essee hereby reaffirms all of the
reprasentations, warrantes and covenants contained in the Master Lease, as of the date harecl, and further represents
and warrants to Lessor that no Event of Default, and no evant or condition which with notice or the passage of time or
both would constituts an Event of Default, has occumed and is continuing as of tha date hareof.

2 ACQUISITION COST. The Acguisiion Cost of the Equipment is: $2,536,278.00.

3. (a) LEASE TERM. The Lease Term shall commence on the date hereof and shall continue for a period of
107 months after the Lease Term Commencemant Data set forth in the Acceptance Certificate to this Lesse Schedule,
plus any rerewal or extended term applicable in accordance with the terms of the Leasa,

(b) RENTAL PAYMENTS. in addition to interim rent payzble pursuant to Sedtion 2 of the Mastar Lease,
meBMIWLMEWRMHMMmmmmMMMEMEM‘Mw
applicable sales/use taxes, commendng cn the Rental Payment Commencement Date set forth in the Acceptance
Certificate and MONTHLY theraafter for the remaining Lease Term. Each Rental Payment shall be payable on the same

day of the month as the Rental Payment Date in each succeeding rental period during the remaining Lease Term (each,
a "Rental Payment Date™):

Amount of Each
Number of Reptal Payments Rental Payment
153 $25,842.29
S4.107 $30,336.60

(c) ADYANCE RENTAL PAYMENT. Lessee agress to pay Lessor the first 0 and last 0 Rental Payments,
due and payable on the Acceptance Date.

D{ﬁﬁ)ﬁﬁ%ﬂ- Lﬁﬂmhmﬂamhmmmmﬁﬂmw
Cast iprment, payable on Date, to be h Lessor as a nondnierest depasit
ey . by Accertance by bearing

; 4. EQUIPMENT LOCATION (8). The Equipment will be located at the location(s) specified In Schedule A

Siored_gocsiBay Sials San CompanyDacmarntationd] YRs- 25w e sohadi-ingl
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. 2. Lessor will invoice Leszes for 3l sales, use andlor parsonal property taxes as and when due and payable
in accordance with applicable kaw, unless Lesses delivers to Lessor a valid exemption cartificate with respect to such
taxas. Delivery of such certificate shall constitute Lessee's representation and warranty that no such taxes shall bscome
due and payable with respect to the Equipment, and Lesses shall indemnify and hold harmless Lessor from and against
any and all labifty or damages, including l2te charges and interest which Lessor may incur by reason of the assessment
of such taxes,

6. The Rental Payments may change for Equipment accepted after_December 30, 2004
7. Lessee represents that 1o the best of Lessee’s knowledge the applicable recovery period for the
Equipment, for purposes of Section 188 of the Intemal Revenue Code of 1986, & 23 set forth in Schedule & hersto.

Dated as of: December 14, 2004

FLEET CAPITAL CORPORATION

By: @MM
Patricia Smith-Disy

MName:
Title:

E-horedl_docslBlay Staie G Compampbonumantsion 3154820 adce ochecin- AnaLY
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Q) Freet Capital Corporation

SCHEDULE A EQUIPMENT

The following documents are adached to and made a part hereof True Lease Schedule No.: 31946-00028,
Ascceptance Certificate and UCC Finaneing Statement

with: BAY STATE GAS COMPANY
Recovery Period: 5 Years
Ony Model No.  Mise Deseription
Fendor: Itron, Inc.
34410 ERG-1006-201 ITRON IRT Drvices
I MCI Mobile Collection System

with all standard and ascessory equipment

FLEET CAPITAL CORPORATION

By: : t?-‘l ~ Quadne
arricia Smith-Dis:
o Smith-Disy

Title: Title: Vice President and Treasurer
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) Freet capital Corporation

WARRANTY BILL OF SALE

One Financial Plaza
Providence, Rhode Island 02803-2448

BAY ST PANY ("Selier*) of 300 FRIBERG PARKWAY, WESTBOROUGH, MA 01581,
in consideration of the sum of $2, 536,27 Dollars, and other good and valuable consideration, the receipt
and sufficiency of which ie hereby acknowledged, doss hereby sell, transfer and aseign to Fleet Capital

Corporation "FCC") a Rhode Island corporation having its principal office at One Financial Plaza, Providence,
Rhode Island 02903, the equipment set forth in Schedule A hereto (the "Equipment").

Seller hereby covenants with and warrants te FCC that Seller is the lawful owner of the Equipment and
has the right to sell the Equipment, and that the Equipment is free and clear of all rights, dlaims, liens, charges,
security interests or encumbrances of any cther perscn. Seller will forever indemnify, defend and warrantall of

the rights of FCC in and to the Equipment transferred hereunder against the claims and demands of all other
PErEons.

od
IN WITNESS WHEREOF, Seller has duly sxecuted this Bill of Sale this 423 4 day of December, 2004.

BAY STATE GAS COMPANY

State of .:":A}

County of ‘{"'A {CE

Subseribed and swom befors me this g ‘Ml day of J@-MW1

Usriinns B O,

Motary Publ

My Commission expires: /15,

(SEAL)

Bl OF Sula - FOT Buysr DS 100 Rt LS
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Y Freet Capitai Corporation
Q

SCHEDULE A EQUIPMENT

The following documents are atached to and made a part hereof: Warranty Bill of Sale

with: BAY STATE GAS COMPANY (31946-00028)

Recovery Period: 5 Years
Qv Model No. Misc Description

Fendor: Itron, Inc.
34,410 ERG-1006-201 ITRON IRT Devices
1 MCI Mobile Collection System

with all stendard and accessory equipment

Tile:  Vice President and Treasurer

o]

W
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Q) Fieet Capital Corporation

ACCEPTANCE CERTIFICATE
Qe Financial Plaza

Providencs, Rhode Istand 02903-2448

This Acceptance Certificate (this "Accaptance Certficate”) is attached to and made a part of that certain Lease Schedule No. 31948
- 00028, dated as of Decamber 14, 2004 (the 'Lease Schedule”), by and between the undersigned parties. All capitalized terms used
herein and not defined harein shali have the meanings set forth or referred to in the Lease Schedule. To the extent the terms sét forth In

mwmmwmnﬂmw«nmmwmmmmmLm.mmammhﬁsmmwmﬁﬁm
corrol.

1. Lesses acknowledges and agrees that each tem of Equipment set forth on Schedule A hereto (sollactively, the "Equipment”) ls
hereby unconditionally accepted by Lessee for all purposes under tha Lease 2t the locations specified in Schedule A hereto, and hereby
agrees 1o faithfully perform all of its obligations under the Lease as of the date hereof (the "Acceptance Dats”).

2. By = execution and defivery of this Acceptance Certificate, Lessee hereby reaffims all of the representations, warranties and
covenants contained in the Leass as of the date hersof, and further represents and warrants to Lessor that no Event of Default, and no
évent or condition which with notice or the passags of time or both would constitute an Event of Default, has occurred and is continuing as
of the date herecf. Lessee funther cortifies to Lessor that Lessee has selected the Equipment and has received and approved the
purchase order, purchasa agraament or supply cantract under which the Equipment will be acquired for all purposes of the Leasa.

3. Lessee hersby represents and wamants that (a) the Equipment has been delivered and is in an operating condition and
performing the operation for which it s intanded to the satisfaction of the Lessee,

The LEASE TERM COMMENCEMENT DATE isthe __30  day of Decamber, 2004.
5. The RENTAL PAYMENT COMMENCEMENT DATE isthe __30__ day of January, 2005,

B. Al terms and provisions of the Laase Schadule shall remain in full force and sffect, except as otherwise provided below:
- ACQUISITION COST: §,

- LEASE TERM: manths.

- RENTAL PAYMENTS: Number of Rental Paymants Rental Pavment Amount
N/A NIA
- ADVANCE RENTAL PAYMENT (S): First___N/A and last __N/A
- SECURITY DEPOSIT: __ N/A %.
Dated: DECEMBER __ 5o, 2004
Agraed and Accepted:

FLEET AL CORPORA BAY STATE GAS COMBANY
R T T 7
By oz By R~ Ry i {
Nim: &mc =} m .-’: .' A 5 da.
UEFmidnm

T Twe _Vice President and Treasurer

Steredit,_docs'\Bay State Gas Company Documentation'd | $46-28 scorpiance certificate.rd



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

RESPONSE OF BAY STATE GAS COMPANY TO THE
FIRST SET OF INFORMATION REQUESTS FROM MASSPOWER
D.T. E. 05-27

Date: July 15, 2005

Responsible: Joseph A. Ferro, Manager Regulatory Policy

MP 1-10 Please provide copies of all documents included in D.P.U. 89-217 in
which the Department approved the Agreement.

Attachment MP-1-10 is the Department order in D.P.U. 89-217 approving
the transportation agreement. The numerous documents requested are
on file with the Department and were provided to MASSPOWER during
the D.P.U. 89-217 proceeding in which MASSPOWER was an Intervenor.

Response:
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DEPARTMENT OF PUBLIC UTILITIES Page 1 of 25

November 6, 1990

#
=

Investigation by _the Department UDO its own motion as to the
propriety of the ,M:igwfjlffqug'gf_ and the proposed firm
b i agreeﬁeht“betwéénwﬁanggate Gas Company, a

Massachusetts corporation, and ‘MASSPOHER, a joint venture.

transportation.

APPEARANCES: paul B. Dexter, Esd.
Lebouef, Leiby, Lamb & McRae
260 Franklin Street
- Boston, Massachusetts 02110
FOR: BAY STATE GAS COMPARY

petitioner

James M. Shannon, Attorney General
By: James G. white, Jr., Esd.
Assistant Attorney General
one Ashburton Place
Boston, Massachusetts 02108
Intervenor

John A. DeTore, Esq.

Timothy Ferris, Esg.

Keohane, DeTore & Keegan

21 Custom House Street

Boston, Massachusetts 02110

FOR: MASSPOWER, joint venture,

and MASSPOWER, Inc.
Intervencr
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I. INTRODUCTION

on September. 28, 1989, Bay State Gas Company ("Bay State" or
tcompany®) filed with the Department of Pﬁblic Utilities
("Department") a firm transportation agreenment ("Agreement™)
between Bay State and MASSPOWER, a joint venture, ! for
approval pursuant to G.L. c. 164, § 94. The Department, on its
own motion, opened an investigation into the propriety of the
proposed Agreement and designated Jeffrey Leupold, Esg., as
hearing officer. Technical work was performed by Andrew Greene
and Linda Latham of the_Department’s Rates and Research
pivision.

The Attorney General of the commonwealth of Massachusetts
("Attorney General')} intervened in the proceeding. The
Department granted the petition to intervene filed by MASSPOWER,
Inc., a general partner in the MASSPOWER joint venture, on its
own behalf énd on behalf of MASSPOWER. The Department scheduled
a hearing at its offices on June 15, 19%0. At the hearing, Bay
State made return of service certifying compliance with the
Department’s Order of Notice.

The Company sponsored the testimony of Charles T. Eilis, Bay
State’s senior vice president responsible for gas supply.

marketing and sales, regulatory affairs, and public affairs

1 The organizational structure of the joint venture and the
jdentity of the parties to the joint venture is set forth in

¥

section II.B, infra.
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(Exh. BSG-1). James A. Kekeisen, of J. Makowski Company, Inc.’s
gas development group, testified on behalf of MASSPOWER
(Exh. MP-1). The Deparﬁment marked and entered 64 exhibits into
the record.

on June 15, 1990, Bay State and the Attorney General filed a
joint motion requesting that the Department approve the
Stipulation of Issues by and Between Bay Sﬁate Gas Company and
the Attorney General of the Commonwealth of Massachusetts
("Stipulation"). Under the Stipulation, Bay State and the
Attorney General agreed that the Department’s approval of the
Agreement would not constituté a determination by the Department
on the following cost issues associated with Bay State’s
proposed service to MASSPOWER: (1) the reasonableness of the
Company’s decision to incur the costs; (2) the amount of the
costs; (3} the proper allocation of the costs; and (4) the
recoverability of the costs (Stipulation, pp. 2-3). Further,
the Stipulation provides that the Department shall not be
precluded from determining in any future Bay State rate case
that costs incurred by Bay State in rendering service under the
Agreement are not recoverable from firm ratepayers. The
Stipulation acknowledges that if Bay State cannot recover such
coste from MASSPOWER or its own firm customers -- by reason of
the terms of the Stipulation or the Agreement or any subsegquent
Bay State rate case -- its stockholders may be forced to bear

such costs (id.).
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On June 2i, 1990, the Department approved the joint motion,
thereby accepting the Stipulation.
II. BACKGROUND

A. Description of the MASSPOWER Proiject

MASSPOWER is planning to build a 240 megawatt ("MW")
natural-gas-fired cogeneration facility at the Monsanto Chemical
Company industrial complex at Indian Orchard in Springfield,
Massachusetts (Exh. MP-1, p. 2). The facility is scheduled to
begin commercial operation in the third quarter of 1992
(id., p. 3). MASSPOWER has secured a total of 25 million cubic
feeﬁ per day (“MMcf/d") of gas supplies from canadian suppliers
and another 25 MMcf/d from Distrigas of Massachusetts ("DOMACY)
(id., p. 4). MASSPOWER has also negotiated the necessary
transportation agreements to deliver the DOMAC and Canadian gas
into the Tennessee Gas Pipeline Company ("Tennessee") system,
for delivery to Monson, Massachusetts (id.). Under the proposed
Agreement, Bay State would provide the remaining transportation
1ink to the MASSPOWER facility by constructing a pipeline
connection that would run from the point of receipt on the
Tennessee pipeline, near Monson, to the Monsanto site (Exh.
Déle, p. 2). The 1iﬁe would also be used to serve the towns of
Monson and Palmer, neither of which presently has gas service

(Company Brief, p. 5).2

2 Bay State was given authorization to serve the towns of
Monson and Palmer in Bay State Gas company, D.P.U. 87-46
(1987) and Bay State Gas Company, p.P.U. 87-62 (1987).
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B. Organizational Structure of MASSPOWER

MASSPOWER is a joint venture consistigg of MASSPOWER, Inc.
(a wholly owned subsidiary of J. Makowski Company, Inc.); MP
Cogen, Inc. (an affiliate of General Electric company ("GE"));
Sycamore Power (an affiliate of the Bechtel Corporation
("Bechtel")); Granite State Gas Transmission, Inc. ("Granite
State"); and Tenneco Gas Marketing Company (an affiliate of
Tennessee). MASSPOWER, Inc. is a 30 percent owner in the
project. Each of the other four parties owns 17.5 percent of
the venture (Exh. DPU-6). Each party receives profits in
proportion to its percentage ownership (Exh. DPU-7). A
management committee which includes representatives from J.
Makowskil Company, Inc., Bechtel, GE, Tenneco, and Granite State
makes the day-to-day operating decisions (Exh. DPU-6}.

Bay State has ties to this project beyond its role as
supplier cof transportation services. Granite State (a 17.5
percent owner) is a gsubsidiary of Northern Utilities, which is
jtself a subsidiary of Bay State Gas Company. Any profits
earned by Granite State would thus accrue to Bay State
stockholders. In addition, Mr. Ellis of Bay State is.also the
president of Granite State, and represents Granite State on the
MASSPOWER management committee (Exh. DPU-6).

c. Terms of the Agreement

Obligations under the terms of the Agreement would commence
once the MASSPOWER cogeneration facility begins commercial

operation, and jast for twenty years (Exh. pPU-1, attachment A,
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art. 2). The maximum daily transportation volume ("MDTV"} would
be 50,000 million British thermal units (fﬁMBtu") per day, and
MASSPOWER would pay a monthly demand charge of $4.167/MMBtu
(id., art. 4, art. 6). There would be no variable
transportation charge because MASSPOWER was interested in
keeping its variable costs as low as possible in order to
maintain a higher position in the electric generation dispatch
order of the New England Pover Pool (Exh. DPU-2, P. 2) .

MASSPOWER woﬁld be responsible for notifying Bay State daily
regarding the natural gas volumes needed on the next day
(Exh. DPU-1, attachment A, art. 9).  Bay State’s gas dispatching
center would then forward the request to MASSPOWER'’s supplier
and/or transporting pipeline (id.). If MASSPOWER desired more
than 50,000 MMBtu on any given day, then Bay State would try to
transport additional volumes on an interruptible basis for
$0.137/MMBtu (id., art. 4, art. 6). These firm and
interruptible rates would be adjusted, according to a pre-set
formula, following any Department-approved increases in Bay
state’s non-gas cost of service for'firm customers (id..,
art. 6).°

Whenever MASSPOWER’s use of gas differed from the volumes it

ordered for the day, the following provisions would be applied:

In addition to the firm and interruptible transportation
services provided by the Agreement, MASSPOWER testified that
it is possible that MASSPOWER may seek interruptible gas
sales services from Bay State in the future (Exh. MP-1,

p. 5).
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(1) if the quantity used were greater than ﬁhe volumes ordered
from suppliers ("“overtake'), but less than the MDTV, Bay State
would bill the excess volumes at Bay Staté's marginal cost; (2)
if the quantity used were greater than the MDTV, MASSPOWER would
pay the marginal cost for each unit in excess of the volumes
ordered, plus pay the Company’s 100 percent load-factor
transportation rate for all volumes over the MDTV;4 (3) if the
guantity used were less than ordered from suppliers
("undertake"), Bay State would use its best efforts to assist
MASSPOWER in working off the imbalance (e.d., Bay State might
offer to buy the surplus gas at a mutually agreeable price)
(ig., art. 10).

D. Development of the Firm Transportation Rate

The Company’s witness stated that MASSPOWER had two options
available to transport its gas from the Tennessee pipeline to
the project site (Exh. BSG-1, P. 3). Mr. Ellis testified that
MASSPOWER could have constructed its own pipeline connection, or
asked Bay State to construct the connection (id.). He stated
that if MASSPOWER constructed its own pipeline connection, the

project would bypass Bay State’s system, and deprive the Company

4  1n pay State Gas Company, D.P.U. 89-81 (1989), the Company
proposed firm transportation rates. During the course of

hearings, Bay State developed guasi-firm transportation
rates which are presently under review by the Department.
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of potential revenues. According to the Company’s witness, in
order to avoid a bypasé Bay State had to offer MASSPOWER a
transportation rate that was less than whét the project could
realize if it built its own pipeline (id., pp. 3-4).

The MASSPOWER‘project would be eligible for the proposed
guasi-firm transportation rate T-52, and the Company determined
that under this rate MASSPOWER would incur annual transportation
costs of approximately $9.955 million (Exh. DPU-27). Bay State
estimated that if MASSPOWER puilt its own line, MASSPOWER would
incur annual transportation costs of approximately $2.6 million,
which translates to a monthly demand charge of $4.40/MMBtu (Exh.
pBPU-2, p. 2).° Mr. Ellis stated that because the proposed
gquasi-firm rate would cost MASSPOWER nearly four times more than
its other option, the quasi-firm transportation rate was clearly
not conmpetitive (Exh. BSG-1, P- 4). Bay State asserted that the
threat of being bypassed by MASSPOWER was very real, and that in
order to prevent the bypass the Company would have to offer a
more competitive price (id., pp. 4-5). The Ccompany asserted
that it was necessary for the Company to develop a

transportation rate that was less than the transportation costs

that MASSPOWER would incur by puilding its own pipeline, but

5 pay State estimated that MASSPOWER could build its own
pipeline for approximately $12 million, and based on a 22
percent carrying charge, incur an annual cost of
approximately $2.6 million (id.).
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greater than its own estimates of the incremental costs
necessary to serve MASSPOWER (id., pp. 3-4).

Bay State estimated that it could buiid a pipeline to serve
MASSPOWER for approximately $9.4 million (Exh. DPU-23).
Including operating and maintenance costs, the Company estimated
that its levelized annual revenue requirement for the pipeline -
would be $1.64 million over a z0-year peried (id.). Bay State
translated its estimated annual revenue requirement into a
monthly demand charge, compared this figure to its estimate of
what MASSPOWER would incur if it built the line itself, and
found that its own transportation rate was lower (Exh. BSG-1,
p. 4).6 Based on a ceiling of $4.40/MMBtu, and its minimumn
requirement of $2.73/MMBtu, Bay State negotiated a
transportation rate with MASSPOWER egual to‘$4.167/MMBtu (ig.) .
The Company stated that the final rate was the product of
intensé and lengthy negotiations, and was influenced by
MASSPOWER’s ongoing concern to remain financially viable in the
competitive electric generation market (Exh. DPU-Z; Exh.
DPU-4) .

Bay State claimed that special transportation contracts
would be appropriate whenever the terms and conditions of

existing tariffs did not meet the needs of the end-user, and the

Bay State’s annual revenue regquirement of $1.64 million
translates into a monthly demand charge of $2.73/MMBtu
($1.64 million / 12 months / 50,000 MMBtu).
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company were faced with the possibility of bypass

(Exh. DPU-24). Bay State aéserted that i; would consider
offering transportation services based on incremental cost to
other customers in the future, if situations similar to those of
the MASSPOWER project arose (id.). Bay State stated that any
contract developed would have to cover at least the incremental
cost to serve the customer. Bay State contended that, as a
guiding brinciple, the pricing of transportation services should
provide a net benefit to firm ratepayers without being
discriminatory {(id.). The Company contended that firm
ratepayers would penefit from the MASSPOWER contract because it
would delay and/for diminish the amount of rate relief sought in
future rate cases (Exh. DPU-26). It stated that in a future
rate case, the Company would propose to establish MASSPOWER as a
separate rate class, and to treat it in the same fashion as

off-system sales customers.7

Bay State’s off-system sales customers are local
distribution companies ("LDCs") who purchase gas on a
wholesale basis from the Company. The charges for such
service are established pursuant to multi~year contracts
that are approved by the Department. For ratemaking
purposes, Bay State assigns embedded costs to the off-system
class, determines its rate of return, and reapportions to
other firm rate classes the difference between the
off-system class’ proforma earned return and the off-system
class’ return at the overall average. Bay State Gas
Company, D.P.U. 89-B1 (1989}.
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ITI. POSITIONS OF THE PARTIES

A. Positions of the Parties

1. The Company

The Company asserted that, based on the Company’s current
cost projections, the Agreement would yield enough revenue to
cover the cost of building, siting, and maintaining the
pipeline. The Company analyzed cash flows over 51 years {the
length of time that the pipeline would be in ratebase) and
determined that the Agreement would yield revenues that would
provide Bay State an estimated afterwtax.return of 16.93 percent
(Exh. DPU-23). This return would cover the reguired 11.47
percent return on rate base, as well as provide a small
additional return to Bay State’s firm customers. According to
the Company, this surplus margin to firm customers amounts to a
net benefit of $857,000 per year for the z0-year duration of the
Rgreement (id.). The Company stated that the present value of
the net benefits to firm customers over the life of the
equipment would be $5.7 million (id.). According to the
Company, the margin earned would reduce firm rates by an average
of $0.023/MMBtu (id.).

Bay State argued that the conetruction of this nevw pipeline
would provide other benefits as well. Mr. Ellis stated that the
new line would alloﬁ the Company to serve the towns of Monson
and Palmer, which are currently without gas service (Exh. BSG~1,
p. 5). Mr. Ellis stated that absent a large customer like

MASSPOWER, it is unlikely that it would have been economic for
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Bay State to serve these two towns in the near future (id.). In
addition, Mr. Ellis assérted that the line would allow the
Company to increase its interruptible sales to the Massachusetts
Municipal Wholesale Electric Company ("MMWEC") by about
2,500,000 MMBtu per year (id., p. 6}. Based on the Company’s
current margin on interruptible sales to MMWEC, Mr. Ellis
estimated that Bay State’s firm customers would realize an
additional benefit of $1,000,000 per year (id.).

Bay State argues that the project would ﬁose minimal risks
to its existing firm customers. Bay State asserts that it would
not begin construction of the pipeline until after the
cogeneration project had been permitted and financed, and
construction had begun ECompany Brief, p. 5). The Company’s
witness also testified that there is little risk that
construction of the facility would halt once work has begun,
because all major regulatory and financial reguirements would
have been satisfied (Exh. BSG-1, p. 7). The Company also
asserts that if net benefits are not produced by the project,
the Stipulation would ensure that raﬁepayers are protected
(Company Brief, p. 6).

B. MASSPOWER

MASSPOWER contends that the Agreement will promote the
economically efficient use of society’s resources and will also
provide benefits to the Company’s ratepayers (MASSPOWER Brief,
pp. 4~5). MASSPOWER asserts that the Agreement reflects an

economically efficient outcome because of the higher cost of a
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self-constructed bypass of Bay State’s facilities in comparison
to the cost of the pipeline to be built by Bay State pursuant to
the Agreement. It further contends that the Agreement is
consistent with the Department’s Gas Transportation Order,
D.P.U. 85-178 (1987), which, according to MASSPOWER, encouraged
end users to procure competitively priced gas supplies and rely
on the LDC to facilitate such deliveries (id., p. 4).

MASSPOWER asserts that the Agreement promotes general policy
objectives of the Department and the Commonwealth. MASSPOWER
cites the record in suggesting that the Agreement would reduce
firm rates by an average of $0.023 per MMBtu in the first vear
of the plant’s operation (id.). MASSPOWER contends that the
Agreement would also further the Commonwealth’s stated policy of
| promoting natural gas to enhance fuel diversity in both electric
generation and at the retail level -- particularly in the towns
of Monson and Palmer, which would obtain gas service as a result
of the MASSPOWER Agreement (id., p. 5).

MASSPOWER contends that it chose to negotiate and contract
with Bay State for transportation service based on competitive
circumstances, and not because of Bay State’s franchise rights
(id., p. 8). MASSPOWER argues that the resultant contract price
is not discriminatory and is, in fact, the same price offerea by
Bay State to MMWEC (id., p. 7). MASSPOWER asserts that the
Agreement strikes an appropriate balance between MASSPOWER's

need to function in a competitive electric power market and Bay
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State’s obligation to maximize benefits to its firm ratepayers.
MASSPOWER concludes that while it has won bids in utilities’
resource solicitation procedures, the margin of its success was
narrow, and that any increase in the transportation rate from‘
Bay State would damage MASSPOWER’s ability to compete
effectively (id., p. 8).

IV. ANALVYSIS AND FINDINGS

A. Standard of Review

The MASSPOWER contréct was filed pursuant to G.L. c. 164,
§ 94, which allows the Department to investigate the propriety
of sales rates and contracts and to issue Orders as the public
interest requires. Traditionally, the natural gas market has .
been characterized as a natural monopoly and subject to the
Department’s regulatory goals of (1) promoting economic
efficiency, (2) ensuring that the public receives reasonable
service at a reasonable cost, (3) matching the economic risks
and rewards for both the utility and the customer, and (4)
implementing administrative efficiency. Gas Transportation
order, D.P.U. 85-178, p. 11 (1987).

In light of a changing natural gas market, the Department
has recognized two groups of customers: core and non-core.
Core customers are unable or unwilling to seek alternatives to
the monopoly services they receive, and are conposed of
residential and relatively small commercial users. Non-core
customers are made up of large commercial and industrial users

that have economic alternatives to natural gas (e.g., switching
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to other fuels, procuring their own gas supplies, or
relocating). Id., pp. 48-49. While it has alwéys been and
remains the Department’s intent to effect.regulatory policies
that benefit the firm ratepayers of an LDC, the Department has
also found it appropriate to modify the traditional regulatory
framework to reflect and respond to the changes which are
significantly increasing the level of competition faced by
Lbcs. Id4., p. 1l. |

In view of the diversity of services offered by gas
companies and the characteristics of the markets where such
services are provided, the Department has édopted specific goals
and objectives against which the propriety of rate and contract
filings is judged. For firm services offered to traditional
core ratepayers, the Department has found it appropriate to
establish cost~based rates which recover appropriate allocated
costs and rely on marginal-cost-based rate designs. See Boston
Gas Company, D.P.U. 88-¢7 (1988). For dual-fuel customers who
purchase interruptible services from a gas utility, the
Department has found it appropriate to establish rates that
reflect the value of service and that recover, at a minimum,'the
avoidable cost of service. Id.

In the Gas Transportation Order the Department noted that in

light of competitive forces affecting the gas industry, the
markets served by LDCs can no longer be divided simply between
interruptible and firm services. Since the issuance of the Gas

Transportation Order, the Department has reviewed a number of
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rate and contract filings that, as described in the Gas

Transportation Order, cannot be clearly dgfined as involving
either firm or interruptible services. §§g Boston Gas Company,
D.P.U. 90~55 (1990); Colonial Gas Company, D.P.U. 90-210

(1990). In reviewing these contract filings the Department
found that the presence of strong competitive market
characteristics and the likelihood of potential net benefits for
firm customers justified approval of non-traditional pricing
terms.

In sum, whether the.rates or contracts under review by the
Department are for firm, interruptible, or some intermediate
form of service, the Department has attempted to ensure that
approval of such services would provide benefits for firm
ratepayers and meet the Department’s public interest objectives.

B. Evaluation of the MASSPOWER Contract

Many of the features of a new and more competitive gas
market observed by the Department in the Gas Transportation
Order are reflected in the MASSPOWER contract and the Company’s
proposed regulatory treatment of it. A full analysis of the
regulatory implications of this firm transportation service
would need to address-mény issues. In any subseguent filing .in

which the Company seeks ratemaking treatment for the Agreement,

Bay State shall in its initial filing address, inter alia, the
. following issuei: (1) Is the service to be offered to MASSPOWER
sufficiently different in cost or in other characteristics from

services presently offered under approved rate tariffs that a
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separate rate or contract for MASSPOWER is appropriate and
necessary? (2) As a firm rate, would the_HASSPOWER contract
recover allocable embedded costs? (3) It fhe MASSPOWER rate is
not designed to recover embedded costs, but rather to recover
incremental costs, what is the proper measure of such
incremental costs and what rationale exists for such a departure
from traditional firm ratemaking principles? (4) Would the
provisions of the contract produce the maximum obtainable net
benefits for the Company’s existing firm ratepayers over the
long term? (5) In view of MASSPOWER's affiliated status with
Bay State, would the MASSPOWER contract offer prices or termns
and conditions of service that would be regarded as preferential
relative to services offered by Bay State to other similarly
situated non-affiliated customers?

Pursuant to the Stipulation filed by the Company and the
Attorney General and accepted by the Department, *theése -and other
matters are deferred for review until a future rate case. The
Department’s acceptance of the Stipulation reflected our view
that if we were to approve the contract, deferral of these
issues until a future rate proceeding would not result in any
immediate harm or detrimental impact upon ratepayers that could
not be fully remedied in a future proceeding. The Stipulation
makes abundantly clear that in proceeding with service to
MASSPOWER, Bay State’s gtockholders,-andwnot*itsrratepayers,
bear the full P&k of any future Department findings regarding
the appropriate costs of the MASSPOWER contract and the

recoverability of those costs.
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While the Stipulation provides essential ratemaking
safeguards for firm ratepayers, the poten;ial for other types of
harm to ratepayers resulting from the Coméany's contract with
MASSPOWER has not been fully eliminated by the Stipulation. For
example, by agreeing to provide service to MASSPOWER, Bay State
would need to conStruct.a pipeline at an estimated cost of $9.4
million, and incur additional yearly amounts for operating
expenses. Should the MASSPOWER project fail following
conetruction of the line, there remains the question of what
financial consequences would befall Bay State.®

Pursuant to the Stipulation, the Department declines to make

an assessment of the likelihood of this outcome or to decide who

ST

should bear the costs if this event were to occur. JEvensifothe

In many ways this concern is analogous to the Department’s
focus in its review of utility financing cases under G.L.

c. 164, § 14. 1In these financing cases, as with this case
(because of the Stipulation), the Department generally does
not conduct a detailed evaluation of the economics of a
given project or the prudence of a specific investment. See
Boston Edison Company, D.P.U. 84-24% (1985}); Essex County
Gas Company, D.P.U. 84-~259 (1985). Such issues are often
examined in other proceedings before the Department.
Instead, the Department usually focuses on whether the
proposed financing mechanism would be beneficial for the
ratepayers and serve the public interest. The Department
has found, however, that extraordinary circumstances may
occur where a project to be financed is of great magnitude
to the company, and there are overriding reasons for concern
about the project’s viability or cost~effectiveness. 5See
Fitchburg Gas & Electric Light Co. V. Department of Public
Utilities, 394 Mass. 671 (1985) .
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the‘%%gnitude.of.a $9.4 million write-off (on an.after=tax
basis) relative to the Qquqpy’g.;Sag_net,;pgqmgkggﬁ§g&kg
million (1989 Annual Return of Bay State Gas Company), the

ﬁépéiﬁﬁéhtlwodi¢iﬁbt'anticipgte a pronounced degradation of the

‘Company’s financial’position or its credit worthiness, and

therefore, its cost of raising capital. Given the Company’s
intention to hold off on commencing construction until after
MASSPOWER receives its financing, we do not anticipate that

these circumstances would arise. Nevertheless, to the extdht’

‘to occur and the Company’s cost of capital were to be affect

and“¢ould beé attributed to services provided MASSPOWER
Dépaxtment would attempt to*Shigldfratepayersjermj$y§th:”“
efféGts. See D.P.U. 86-36-F, p. 31 (1989) .

While the Department defers consideration of the ratemaking
implications of the MASSPOWER contract, the Department notes the
company’s assertion that without the prospect of serving
MASSPOWER it would not be economically justifiable to serve the
towns of Monson and Palmer. In D.P.U. 87-46 and D.P.U. 87-62,
the Department has previously determined that the provision of
natural gas service td the towns of Palmer and Monson,
respectively, would be in the public interest. Thus, the
allowance of the MASSPOWER contract would facilitate in a direct
'wéy the provision of gas service to these two towns and promote
the public interest objectives previously found by the

Department in those proceedings.
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In view of the above discussion, the Department finds that
approval of the MASSPOWER contract would not result in any harm
to the Company’s ratepayers that would be beyond remedy in the
context of a future rate case. Accordingly, the Department will
approve the MASSPOWER agreement at this time and
review all pertinent ratemaking and regulatory questions

concerning it during the Company’s next rate case.?

° While the Stipulation precludes a determination of prudence
or ratemaking treatments in this proceeding, we direct the
Company to engage in arm’s-length negotiations with
MASSPOWER, with whom it is affiliated, and all
non-affiliated customers in its transactions. Moreover, we
explicitly rely on Bay State’s conmitment that it stands
ready to offer other similarly-situated customers or
potential customers price terms and other conditions
comparable to those offered to MASSPOWER.
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V. ORDER

Accordingly, after due notice, public hearing and
consideration, it is

ORDERED: That the Firm Transportation Agreement filed with

the Department on September 28, 1989, governing the
transportation of natural gas by Bay State Gas Company to
MASSPOWER, be and hereby is approved subject to terms of the
approved Stipulation.

By Order of the Department,

/s/ ROBERT N. WERLIN

Robert N. Werlin, Chairman

A true copy
Attest;




appeal as tO matters of law from any final decision, order or
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:ten petition praying that the Order of the Commission bePage22of22
moaified or set aside in whole or in part.

such petition for appeal chall be filed with the Secretarly of the
ommission within twenty days after the date of service of the
decision, Order or ruling of the commission, or within such
further time as to the Commission may allow upon request filed
prior to the expiration of the twenty days after the date of
service of said decision, Order or ruling. Within ten cays after
guch petition has been £iled, the appealing party shall enter the
appeal in the Supreme Judicial Court sitting in suffolk County

by filing & copy t¢hereof with the Clerk of gaid court. {(G.L. Ter.
Ed. c. 25, 5. 5, as most recently amended by c. 485 of the Acts of

1871}



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

RESPONSE OF BAY STATE GAS COMPANY TO THE
THIRD SET OF INFORMATION REQUESTS FROM UWUA LOCAL 273
D.T. E. 05-27

Date: July 15, 2005

Responsible: John E. Skirtich, Consultant (Revenue Requirements)

UWUA-3-6  (Skirtich, p. 6) For each tax year 2000 to 2004, please provide a table
showing (i) the company’s operating income as reported to the federal
government on its tax returns; (ii) the company’s operating income as
reported to Massachusetts on its tax returns; (iii) the company’s operating
income as reported to stockholders; (iv) the company’s operating income as
reported to the FERC; (v) the company’s operating income as reported to the
Department (if different than (iv)); (vi) the actual federal income and state
franchise taxes actually paid to, respectively, the United States and the
Commonwealth.

To the extent that the company may claim that any of this information is
confidential, please provide the requested information along with a proposed
confidentiality agreement. Please do not delay the response to this question.

Response:  Table UWUA-3-6 (below) presents the requested information.

Table UWUA-3-6 2000 2001 2002 2003 2004
Operating Income Per DTE Report 32,193,853 28,244,455 23,054,441 30,560,368 27,185,781
Non Utility Income, Interest Etc. (17,762,870) (10,941,386) (13,955,293) (1,768,042) (4,345,339)
Net Income Per DTE Report 14,430,983 17,303,069 9,099,148 28,792,326 22,840,442
Net Income Per Federal Return 14,430,983 17,303,069 9,099,148 28,792,326

Book vs. Tax Differences (389,741) (7,973,150) 3,663,904 (27,023,156) Not
Taxable Income Per Federal return 14,041,242 9,329,919 12,763,052 1,769,170 File
Tax Liability (at 35%) 4,914,435 3,265,472 4,467,068 619,210 To Date

Taxable Income Per Massachusetts Return

Per Federal 14,041,242 9,329,919 12,763,052 1,769,170 Not
Adjustments (735,813) 1,766,906 6,820,110 7,217,731
Subtotal 13,305,429 11,096,825 19,583,162 8,986,901 File
Apportionment 98.5427% 98.4589% 99.4442% 99.3936%
Taxable Income for MA 13,111,529 10,925,812 19,474,319 8,932,404 To Date

Tax Liability (at 6.5%) 852,249 710,178 1,265,831 580,606



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

RESPONSE OF BAY STATE GAS COMPANY TO THE
THIRD SET OF INFORMATION REQUESTS FROM UWUA LOCAL 273
D.T. E. 05-27

Date: July 15, 2005

Responsible: John E. Skirtich, Consultant (Revenue Requirements)

UWUA-3-10 (Skirtich, p. 17) Did Mr. Skirtich adjust health insurance expenses to
reflect (i) any employees who will be transferred from the NiSource or Bay
State payrolls to IBM and (ii) any employees who will be severed from
service in connection with the outsourcing to IBM? If “yes,” please
guantify the adjustments made, with reference to the appropriate pages of
his schedules.

Response:  No adjustments were made to reflect transfer of employees to IBM.
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